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The Bank publishes from time to time in this 
REVIEW signed articles by exponents of different theories 
on questions of public interest. The Bank is not 
necessarily in agreement with the views expressed in 
these articles. They are published in order to stimulate 
free discussion and full inquiry. 
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} 
The Future of the Atlantic Community 
By Donald McLachlan 


IGHT over Christmas, up to the very eve of the New 
Year, it was not possible to be certain that the Atlantic 
community could keep France. During those anxious 
days it became clear how vital France is as the main link between 
Continental Europe and the overseas allies. It also became clear 
how strong is the nationalist feeling which first rejected the 
European Defence Community and then nearly took France 
out of the North Atlantic Treaty Organization. What precisely 
it is that is stronger than that nationalism it is to say, 
although the French Prime Minister appealed successfully to it. 
When the whole structure of Anglo-American relationship 
with Western Europe seemed to be toppling into the melting- 
pot three months ago, it was the affirmation by M. Mendés- 
France of his belief in the “* Atlantic community ” that restored 
confidence in France’s intentions and in her loyalty to allies. 
For statesmen, officials and diplomatic correspondents, the 
phrase did the trick. It seemed sufficient that he had not 
| declared his belief in a Europe that should be a “ third force ”’ 

between the United States and the Soviet Union; or that he 
had not demanded a completely new approach to the problem 
of Germany. But, the layman may ask, what did M. Mendés- 

France mean by it and what was generally understood by his 

use of it? Where is this Atlantic community and what are its 

characteristic institutions ? What aspirations does it represent, 
and what practical achievements ? 


THE ATLANTIC CONCEPT 


The questions are not only relevant ; they are also timely. 
For in April next the North Atlantic Treaty will be six years 
old, and the organization that it set up—NATO—is already 
five years old. In 1959 both are due to be reviewed; in 1969 
any of the fourteen members can give a year’s notice to quit. 
So there is another question to be asked: Is the structure of 
free Europe’s relationship with the United States, Canada and 
this country to be regarded as something with permanent 
foundations? Or is it only a provisional dike against flood 
waters of ambitious Communism from the East ? 

These questions are seldom asked in this country, whereas 
‘in Europe there are powerful elements of opinion, not all 
Communist, which regard the whole Nato structure as 
temporary. If belief in the need for a tightly-knit regional 
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organization of nations that share common interests and pur, 
purposes with the Americans is regarded as a progressive exat 
attitude—which I consider it to be—then there is in Europe, , Lon 
in America, and in this country a considerable body of reac- hur 
tionary opinion. It ranges from nationalist Germans to reat 
protectionist Frenchmen, from isolationist Americans to) win 
British left-wingers who believe in peaceful co-existence half- | shot 
way between the Russian form of socialism and the American mor 
form of capitalist democracy. It finds support among those who Atla 
believe most ardently in European integration and look forward Atla 
to the emergence of a strong western super-state which could and 
defend itself against aggression and, if necessary, discriminate | alon 
in its trading policies against dollar goods. Indeed, we cannot | com 
be certain that the emergence in Europe of Western Germany mor 
as an independent State, second only to this country in wealth} the 
and strength, will encourage the Atlantic idea. It might do the | calct 
opposite. Rus: 
We cannot, therefore, take for granted either our concept co-e 
of an Atlantic community or the institutions linked to the North 
Atlantic Treaty. We may find both challenged for urgent and, | state 
to the nations concerned, respectable reasons. France’s effort) look 
to reconstruct her economy may set her roaming away from! expl 
ideals of freer trade, economic consultation with competitors) Wes 
and other limits to national aspirations. It is not difficult to| dera 
imagine a German government, despite all the pledges given| not : 
by Dr. Adenauer, finding association with Nato a barrier to| at e: 
regaining its eastern territories. Tensions may arise between! insp 
allies such as we have already seen between Greece and Britain, | foste 
between Greece and Turkey, and between Italy the Nato| nota 
member and Yugoslavia the Nato associate. once 
Above all, Nato is under sustained attack from Soviet! secre 
diplomacy. Ever since the Berlin conference nine months ago, | tions 
Moscow has been brandishing before the eyes of America’s} cond 
allies the project of a European security arrangement, which is! to 
clearly intended to displace Atlantic arrangements and oust the| 
United States from the Continent. The Russians are trying, 
and will go on trying, to keep the balance of power in Central! how 
Europe tilted honaiie in their favour. Only Nato stands in| cann 
their way. If they can break, or even weaken, the links between| in ar 
the United States and Western Europe before Germany| form 
becomes strong they will succeed in their purpose. loose 
We have, therefore, to ask ourselves whether our own) East 
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| purpose and vision are clear. And we can best do this by 


examining what was done and said last autumn when the 
London and Paris agreements were being worked out in a 
hurried and nervous effort to prevent an “ agonizing 
reappraisal ’’ of American policy and the collapse of plans to 
win and hold Western Germany for the West. This examination 
should reveal what respect governments showed, in that 
moment of fearful forward-looking, for the institutions of the 
Atlantic Alliance. It should throw light on the extent to which 
Atlantic policy is dominated by strategic rather than political 
and economic purposes. It should give some idea of the lines 
along which further progress in building up the Atlantic 
community will be possible in the immediate future. To look 
more than a year or two ahead is impossible, if only because of 
the ups and downs of American and French politics. And all 
calculations might be upset if serious negotiation with the 
Russians became possible next year. Really peaceful 
co-existence might prove enervating to bodies like Nato. 

First, let it be made clear how little guidance Western 
statesmen have found on paper. The Atlantic community 
looks like becoming an association as difficult to define and 
explain as is the Commonwealth. But it has had no Statute of 
Westminster, no Balfour to get the intangibles and the impon- 
derables on to paper. “ Atlantic community ” as a phrase does 
not appear in the North Atlantic Treaty. It came into currency 
at ole meetings of the Atlantic Council, chiefly under the 
inspiration of Mr. Bevin and Mr. Acheson. It has since been 
fostered and nourished with special care by a few personalities, 
notably the Canadian delegates to Nato. poet more than 
once the Atlantic Council and groups of its permanent 
secretariat have tried, without success, to develop the implica- 
tions of the Treaty’s second article, which talks of “‘ promoting 
conditions of stability and well-being ” and pledges members 
to “‘ seek to eliminate conflict in their international economic 
policies.” 

None of the labels of political science or current practice, 
however, fits the structure that exists. Nato is not and 
cannot become a federation of nations ; nor is it a confederation 
in any accepted sense of the word. In many respects it is more 
formal and tightly-knit than the Commonwealth ; but it is far 
looser, especially in its economic and political ties, than the 
East European bloc of Soviet satellites. Many of the functions 
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that one might expect it to perform are left in the hands of | gro: 
bodies such as the Organisation for European Economic obje 
Co-operation (OEEC) or the International Monetary Fund and Uni 
the meetings of GATT, which include important countries dec: 
that are not members of Nato and will never wish to become so. 

Until, therefore, the Atlantic community finds its Balfour late 
we must be content with some such definition as this: the Eur 
phrase or title is at once a statement of fact and an idea about | Def 
what this fact might become. The fact is that in the conditions den 
left by the war, the United States, Canada, Britain and the free _ plar 
countries of Western Europe had a common fear of Soviet coll: 
power, and a vividly renewed consciousness of the values and | Atlz 
institutions they wished to defend against it. Europe overseas | if I 
was called in to redress the balance in Europe at home. In mer 
that sense the Atlantic group was essentially a reply to the | agai 
Soviet group. Another aspect of the situation of fact is that que: 
recovery and prosperity in the old Europe were impossible | or i 
without American aid and collaboration in keeping a tolerable nati 
balance of payments between the dollar and the non-dollar first 
world. on 

Out of the habits of collaboration imposed by this situation  negx 
of fact—habits already strongly rooted in war-time association— | furt 
has grown the vision of something that should persist. The! be - 
vision is inspired by hopes as well as fears. There is the hope 
that new forms of regional organization will remove the | Eur 
nationalist rivalries that led to war in the past. There is also| kerr 
the hope that something might be saved from the conception of | som 
one peaceful and well-ordered world which was built up in the 
last two years of war and wrecked by the Russians in the first | 
two years of peace. And there is the hope that the free Atlantic | 
nations can collaborate to bring greater productivity and higher | that 
standards of living to the free nations of Asia and Africa, where | revi 
vital Western interests still lie. Uni 

It would not be going too far to say that the Atlantic ideal, | grov 
formulated in the highest terms, is the moral and efficient use of .) 
collective power. What the Atlantic group is trying to do now | (“S 
would, in the conditions of the nineteenth century, have been | mili 
done by the United States alone. In the conditions of the | Cou 
twentieth century it is being done by an alliance, with the | have 
United States in the position of primus inter pares. If the | Ger 
Americans did not accept this position, both the fact and the | a E 
idea of Atlantic community would collapse, for no nation or | Frat 
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group of nations could take their place. It is the supreme 
object of British foreign policy, as I understand it, to keep the 
United States in that position. And that is perhaps the most 
decisive factor in Nato’s development. 

Now let us examine this set of ideas, so difficult to formu- 
late adequately, as they worked in a crisis of Atlantic and 
European relations. When France rejected the European 
Defence Community as the framework for German indepen- 
dence and rearmament, the basic Anglo-American and Nato 
plan for the organization of free Europe’s security and unity 
collapsed. The path along which the Germans were to join the 
Atlantic community was closed. It could be re-opened only 
if Nato itself, or Britain and America as the most powerful 
members of Nato, offered France some new form of security 
against future developments in Germany. There could be no 
question of finding the solution in a supra-national State 
or institutions, for French opinion had rejected the supra- 
national idea of European integration which it had been the 
first to sponsor. po i there could be no question of imposing 
on Germany restrictions additional to those already freely 
negotiated and accepted two years before. There could be no 
further discrimination. Therefore a method of control must 
be found which all members of Nato would accept and 
guarantee. But that was not all. The movement towards 
European integration must not be abandoned. If the European 
kernel in the Atlantic shell was not to be the EDC, it must be 
some alternative. 


WESTERN UNION AND NATO 


In solving this baffling problem it is interesting to note 
that statesmen returned to the very beginnings of Nato. By 
reviving the Brussels Treaty Organization, the West European 
Union, they uncovered the roots from which Nato itself had 
grown. The whole structure of the Atlantic Council and the 
Supreme Headquarters of the Allied Powers in Europe 
(“‘ Shape ’’) was modelled on the Western Union political and 
military organization set up by the British, French, and the Low 
Countries in 1948. What the Paris and London agreements 
have done is to resuscitate Western Union and bring Italy and 
Germany into it. In other words, Nato has been furnished with 
a European organization within itself. The ee six— 
France, Germany, Italy, Belgium, the Netherlands and 
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Luxemburg—together with Britain are to set up a balance of 
power among themselves, just in case one day American interest 
in Europe should diminish or take a more remote form. There 
is no disguising that this arrangement is intended by the French 
to contain and control the power that Germany will have in 
three or four years’ time. It is a recognition of the fact that 
Nato is admitting to its ranks a member with a territorial claim 
and a national grievance against the Soviet Union. Hitherto, no 
doubt has been cast on the purely defensive purposes of Nato 
because no member of it had important territorial claims except 
Italy ; and those have now been dealt with by the agreement 
over Trieste. 

It is this Western Union that will have the main respon- 
sibility for limiting and supervising German armaments, as well 
as those contributed by other members to the special purpose of 
European defence. How the job will be done is not yet clear. 
But we may expect, if all goes well, a considerable amount of 
interference with the national design and production of arms ; 
we may perhaps also see a return under new guise of many of 


the leading ideas of the EDC. And we shall also see a political | 
assembly of the Western Union meeting at regular intervals | 


to discuss reports on the control of armaments. How important 


it will be, how it will compare with the Council of Europe, | 
with which it will share national delegations, remains to be | 
seen. The important point is that public political debate will | 


accompany control of arms. In Nato there is neither control of 


national armaments, in any real sense of the phrase, nor public | 


political debate. 

I have no doubt in my own mind that this revival of 
Western Union is from the Atlantic point of view a retrograde 
step. As a means of rescuing western policy from collapse it 
was an admirable contrivance ; and the British pledge to keep 
divisions and air forces in Europe was politically and strate- 
gically a necessary step. But it had implications for the future 
of Nato which are serious and have been overlooked. 

First, it meant that France refused to entrust to the 
Atlantic organization the task of containing Germany. Debates 
in the Chamber have made it clear that only a minority of 
deputies grasped what Nato’s existence and the presence of 

erican forces in Europe meant for French security, whether 
against the Russians or against the Germans. In spite of what 
M. Mendés-France has said, we cannot count on France as a 
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member of Nato eager to develop its scope and authority. Some 


ne French officials who served Nato most loyally—for example, 
ome M. Hervé Alphand, France’s permanent delegate to the 
snch | Atlantic Council—have been removed to other work. French 
fe in Contributions to the armed forces of Nato are sadly in arrears, 


that | both in quality and quantity. The position of France will need 
very careful watching, for it provides most of the hinterland of 


laim > . ; a 

no | Nato’s position in Europe. There lie the main lines of com- 
‘Jato | Munication, bases and supply ports of the American forces. 
cept The headquarters of Nato is situated in Paris, a capital whose 


political spirit and morale have not so far been very stimulating 
to Atlantic ideals. 
A second serious implication of the new situation is that 


nent 


ane the western powers, in the haste and confusion of last autumn, 
se of | made no concerted effort to strengthen the political authority, 
lear, | 2S distinct from the military functions, of Nato. It is difficult to 
nt of | See why the tasks given to the Western Union organization 
ms; could not have been given to the Atlantic Council, or why an 
Ly of Atlantic Assembly could not have been created to supervise 
‘tical | their execution. The explanation appears to be that American 


ryals _ Policy had staked too heavily on the original EDC plan, and 
‘tant | that Mr. Dulles had not encouraged his officials to think of 
‘ope, | alternatives in which the United States might take part. 

tn That an American President who had been Supreme 
wil] | Commander in Nato, who knew and appreciated its possi- 
ol of | bilities, should not have grasped the opportunities presented 
tblic | by. the demise of EDC is hard to understand. How far the 
failure was due to internal politics in the United States, how 
11 of | far to a sagging enthusiasm for the Atlantic idea, how far to 


rade | impatience with Europe, it is not possible to say. But we have 
se it | to bear in mind, when estimating future possibilities, that 
keep | constructive thought about the growth of Nato’s functions is 
rate- | not one of Washington’s major preoccupations. 


A third implication that must not be overlooked concerns 
| British policy. In the recent past it has been an excellent 
the | Principle of the Foreign Office, never stated but always kept 
in mind, that any fresh British commitment in a sphere of 
Anglo-American interest should be matched by an American 


iture 


yates 


: . commitment. This is not to say that Britain has insisted on the 
‘ther | United States keeping in step ; that is beyond its power in all 
what | but a few cases. But it is to say that Britain has managed to 


as a | keep, So to speak, only a neck ahead. In the London and Paris 
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agreements, notably by pledging troops for the Continent in a 
treaty, British policy went a good length or two ahead of the | Pe 
Americans. The distance may yet be closed up by one means 
or another; but there is, in my view, a danger that French 
policy will pull Britain even further ahead. This, if it happens, tha 
can hardly further the Atlantic as distinct from the European In 
idea; for Anglo-American solidarity is vital to it. 


o 
* 
‘on 


AUTHORITY OF NATO 


There is, however, much to be said for the agreements on and 
the credit side. In the White Paper issued after the Paris dec 
Conference of October 20-23 last year, there is a remarkable te 
resolution of the Atlantic Council, Nato’s political authority, ™«1 
It gives to the Supreme Commander, whom it controls, new | like. 
and important powers. All forces stationed in the area of his | 0N¢ 
command come under his authority. What those shall be is to cut 
be determined by the Council. When that has been decided, 
the forces must be deployed in accordance with Nato strategy; of a 
can be moved or “ used operationally” within the area of ED' 
command only with the Supreme Commander’s consent ; and 
that consent will be “ subject to political guidance” from the the 
Council. What is more, the Supreme Commander is given wide ©? 
— to have his supply lines, dumps, communications where , Wes 

e wants them, and to decide the priorities for raising, equipping | and 
and maintaining forces. This, of course, in consultation with | At 1 
national governments. He has also power to control the higher | defe 
training of all national forces under his command, and to| Opp< 
inspect everything that is going on. | Natic 

One can read these decisions in two ways. Either as keep 
intended to keep a strict watch on German rearmament, or as | effec 
intended to give the Supreme Commander in peace-time the | Prod 
powers he would certainly need in war. Both interpretations 
are probably correct ; but what is significant and interesting | lengt 
is that Nato should be given such wide powers in peace-time | NOW 
in a sphere where national governments are most likely to be | Gert 
jealous of national sovereignty. The movement of national | ment 
forces, and the logistic arrangements for supplying them, are | the 1 
functions of the foreign and internal policy of governments. If the : 
they are to be subject to discussion by the Atlantic Council | airfie 
aod te inquiry and interference by General Gruenther and his | force 
successors, then it is fair to say that the foreign policy and/| has | 
military policy of members of Nato will be considerably less, budg 
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free than in the past. It means not only that Italy will need 


echo | permission to move troops to the Yugoslav border, but that 
neans Changes in the deployment of American forces will be dis- 
ench cussed by America’s allies. It means also, on present plans, 
pens, that the entire German army will be subject to this control. 
ypean In short, the London and Paris agreements have added con- 
siderably to the quasi-political responsibilities of Nato, although 
| exclusively in the military sphere. 

There is liable, of course, to be a wide gap between theory 

ts on and practice, and we must not forget that the Atlantic Council’s 


Paris decisions have to be unanimous. If a member government 
kable acted without consultation, or refused to do what other 
ority, members wished, it is not clear what would happen. Nor is it 
new | likely to become clear unless such a disagreement arises. But 
sf his | OMe can guess that one sanction wielded by Nato is the power to 
is to cut off all supplies of fuel for aircraft and transport from forces 
ided, Whose government is not obeying the rules. As a crude method 
tegy; Of asserting authority this is as good as anything in the original 
ea of EDC arrangements. 
- and It is worth noting at this point that military authority of 
n the the Atlantic alliance in Europe has now been divided. Nato 
wide | exercises the powers described in the last few paragraphs ; 
vhere | Western Union controls level of armaments, arms production, 
sping | and enforces the prohibition of certain weapons to the Germans. 
‘with At the same time, Nato continues to review each year the 
igher | defence budgets proposed by its members. This gives the 
id to | opportunity for seeing how far defence effort is hampering 
| national economies, how much more governments should do to 
er as| keep in step with their allies, and what economies can be 
or as | effected by avoiding overlaps and unnecessary competition in 
e the | production. 
tions It has been necessary to treat these military matters at 
sting | length for two reasons. First, because Nato’s prime problem 
-time | now and in the months ahead is the rearmament of the 
to be | Germans. Secondly, because Nato’s most conspicuous achieve- 
‘ional | ments have been in defence. The Supreme Headquarters is 
1, are | the most remarkable example of real integration that exists in 
ts. If| the free world. The “ infra-structure’’ of communications, 
onaclll airfields, port facilities, pipelines and so on for the Nato 
d his | forces is the only example of real burden-sharing that there 
, and| has been. It is in the Annual Review of defence plans and 
y less | budgets that governments become most conscious of their 
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interdependence and of each Nato’s member’s right to have 
views about what another is doing. It is the secrecy imposed by 
military planning that has enabled Nato to get on with all kinds 
of work that public discussion might have hampered or stopped. 
It is the regular review of strategic and diplomatic problems 
that justifies keeping the Atlantic Council in permanent session. 


FUNCTIONS AND PROCEDURES 


Many people deplore what they call this obsession with 
military matters. They urge that Nato should get on with other 
matters as well, and so shake off the stigma of thinking only in 
terms of possible war. In the past they have been clearly 
wrong ; security had to come first, and there was a tremendous 
leeway to make up. Now they may be nearer the truth. There 
are still three or four years of work ahead before Nato can feel 
completely confident of holding Western Europe against any 
attack that may be made. But in matters of organization the 
military part of Nato has probably reached the fullest develop- 
ment of which it is capable. If any sense of advance and 
purpose is to be kept strongly alive, the ingenuity and enthus- 
iasm that have gone into defence will have to seek new clay to 
mould. What then are the patterns to be? Should there be 
any? Is any transfer of political and economic responsibilities 
to Nato needed ? Does the idea of the Atlantic community need 
some form of expression that would outlast rearmament— 


perhaps even disarmament—and would survive a virtual 


abatement of the Russian menace ? 
Let us, first of all, look at these questions from the point 
of view of the official who has made these Atlantic institutions 


work. Obviously, to put it very crudely, he wants to keep his | 


job. It would be natural if he were trying very hard to enlarge 


the organizations in which he works, to perpetuate his réle, | 


and to make everything international look more important than 
everything national. That certainly happens in some United 
Nations bodies ; but there is very little evidence of its happening 
in Nato. On the con , one has the impression that the men 
who have made it work for five years are not anxious to change 
the methods that have proved so successful. That is to say, 
they feel that what has been secret had better remain secret ; 
that what has been informal would suffer from being form- 
alized ; that modest effort should not be corrupted by ambitious 
aims; that blueprints for new organizations should not take 
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au the place of ad hoc bodies that have grown under the stimulus 
kinds 0 special needs and have been shaped by the limits of events 
pped. and means. | ; 
< a The diplomats of the Atlantic Council and the staff 
‘sion, olucers of the Supreme Headquarters, in particular, feel that 
° liticians, journalists, cranks, planners, philosophers are 
etter kept away from an exercise in team-work that has 
with developed its own rules and conventions of co-operation. This 
other |S. n0t to imply any criticism of the manners or hospitality of 
Nato and “ Shape.” Indeed, there are few organizations or 
ministries where the visitor, be he politician or pressman, is 
dous | teated with more courtesy and confidence. What is implied 
‘here | iS that, in the only institution that expresses the purpose of 
‘tool the Atlantic community, people want to get on with the job in 
‘their own way, with as little draught from the winds of political 
‘ wd controversy and public enquiry as possible. In this respect 
slop. | Nato is unlike the European Coal and Steel Community, which 
‘ ye q | eicourages political debate by its Assembly, ardently desires 
hus- Public interest, and has a fervent missionary desire to inspire 
Wy to aud create something political bigger than itself. 

. | ne Before this attitude the enthusiast for Atlantic union, 
ie Atlantic assembly, Atlantic community must pause and ask 
omer himself questions in a humble spirit. That is what the author 
nt— of this article has tried to do. The point of view of the official 
‘tual 8 worthy of all respect. To try and make more of Nato than 
it is, to let enthusiasts kill it by forcing methods—as they 

oint nearly killed European integration—would be a serious 
ra mistake. Let us realize that things are done and said in Nato 
. his _and in “* Shape ”’ of which national parliaments, or some parties 
- | in parliaments, would strongly disapprove. If Mr. Bevan, 
arse General de Gaulle, Senator Knowland and Lord Beaverbrook 


oe , were to conduct in company an investigation into the modifica- 


ly in 
early 


ited | tons of national pap ay it is the best phrase I can find— 
ie | that are tolerated in the daily work of Nato, they would be 
g | collectively and severely shocked. Would it not be better, 


oe therefore, to let the staff officers and the officials alone, to 

. tolerate Nato as a prototype of the technocracy which must 

4 ? | perhaps one day run all our affairs ? 

py , There are two reasons for opposing this view. The first 

anes is that the argument “ let us get on with our job” is used by 

ake | Very expert and official organization or body. Admirals, 
_— and air marshals use it to obstruct the press; 
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journalists use it to obstruct the Press Council; cabinets use it 
against parliaments; scientists use it against directors who 
employ them. It often expresses nothing more than the wish to 
be undisturbed by argument and fresh thought. As such it is, 
of course, dangerous. The interference of public opinion in 
international institutions can do a great pt of good. At the 


present moment, for example, exposure of the way in which at . 


least one member treats the rules and obligations of the OEEC 
and the EPU would do nothing but good. The enthusiast 
might reveal to the official possibilities in his job which he 
could not see for himself. ere is a case for letting respon- 
sible criticism “ get at’’ Nato to find out what limits it is 
consciously or unconsciously setting to possibilities of Atlantic 
co-operation. 


SECRECY : STRENGTH OR WEAKNESS ? 


The second reason for suspicion of the quietist view is 
political. Nato as a collective council of governments exercises 
great power in foreign policy and in strategy. Directly or 
indirectly it affects the political and economic interests of 
countries in numerous ways: their terms of national service, 
their defence budgets, their production, their trade relations 
with the Communist world. What it does as a body is seldom 
debated in national parliaments because it has no direct 
responsibility to them. In short, it is practically immune from 
parliamentary criticism of any kind. That may or may not be a 
good thing so far as defence policy is concerned ; but it is an 
odd situation for a body which is intended to express and 
strengthen democratic ideals. 

We have seen recently an instance of Nato’s difficulties 
in a case which had wide publicity. On several occasions 
last year the Nato Supreme Commander, General Gruenther, 
and his Deputy, Field Marshal Montgomery, publicly declared 
that any attack on Western Europe would be countered with full 
use of nuclear weapons. It became clear, however, at the 
Atlantic Council in December, that no authority for such action 
had been given. Indeed, several member governments, 
supported by the British, insisted that atomic weapons must 
not be used unless the Council had first been consulted. To 
which the military reply has been that a Council of fourteen 
governments (fifteen when Germany joins it) cannot be expected 
to give the swift decision needed at a critical moment; and, 


wh 
ass 
mo 


' the 
bet 
ma: 
the 
alli 
use 
figt 
| mo 


we 
the 
defi 
Thi 
| con 
be . 
use 
are 
Ger 
fou: 


par! 
It h 
but 
opit 
| for : 
can 
Am 
arra 
| Brit 
| abo 
| tion 
| wea 
oe 


decisi 
shoul 
was tl 
not w 
yet to 
secret 


use it 
- who 
ish to 
| it is, 
on in 
it the 


ich at . 


YEEC 
usiast 
ch he 


it is 
lantic 


13 


what is more important, that dispositions taken now on the 


assumption that atomic weapons will be used cannot at the last 
moment be changed without disaster.* 

This is the most serious issue that has ever come before 
the Atlantic Council. Not only does it involve the relation 
between the international military staffs and their political 
masters ; it also raises questions about the relationship between 
the United States, the most powerful member, and its smaller 
allies. For atomic power, whether strategically or tactically 
used, whether by long-range bomber forces or by cannon and 
fighter-bombers close to the battlefield, is almost an American 
monopoly. 

To ask whether Nato should or should not use atomic 
weapons is to ask whether an international body should allow 


| the United States to use its main armament, the only branch of 


defence in which it has a clear superiority over the Russians. 
The smaller powers have, admittedly, the right to demand 
consultation, not only because it is their territory that would 
be affected by atomic reprisals and their bases that would be 
used by the Americans, but also because all members of Nato 
are in principle equal and thereby entitled to consultation. 
General Gruenther, though an American, is the servant of a 
fourteen-nation Council. 

Here is a matter of the most anxious interest to national 
parliaments and individual voters, a matter of life and death. 
It has been discussed by their foreign ministers in the Council 
but not by any representative body in close touch with public 
opinion. The Belgian parliament can criticize its Government 
for not opposing the Americans strongly enough, and Congress 


| can criticize the Secretary of State for allowing allies to cripple 


American strategy. But what cannot take place, under present 
arrangements, is a confrontation of Belgian and American, 


| British and Danish parliamentarians ; a debate that might rise 
| above purely national and party considerations to a considera- 
| tion of moral and political issues. Here we see the outstanding 
_ weakness of Nato as an institution for collective action by 
| democratic and peaceful powers. 





1 At the meeting of the Atlantic Council held between December 16th and 18th two 
decisions in this matter were reached. The first was that the defence of Western Europe 
should be reorganized on the assumption that nuclear weapons would be used. The second 
was that authority for ordering the use of these weapons would rest with the Council and 
not with its commanders. How and when the use would be decided in case of attack has 
yet to be worked out. When the method has been worked out it will remain a military 
secret. 
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But is this really a weakness and a defect? Is it not a | 


strength and a merit of Nato that such questions can be dis- 
cussed, even settled, without public discussion and away from 
the heat of party politics? It is becoming fashionable to praise 
secret diplomacy and to disparage public conference, such as we 
have seen in the United Nations and at four-power meetings 
with the Russians. Surely what is sauce for the Soviet Union 
is sauce for the Atlantic allies. If secrecy is favoured because it 
makes negotiation easier between rival powers, surely it is 
equally appropriate for negotiation between friends ? 

The difficulty is fundamental and very important for the 
future of Atlantic organization. If the special methods of 
working that have been developed in Nato, OEEC and kindred 
bodies depend for their effectiveness on secrecy and informality, 
then it would be foolish to modify or abolish that secrecy for 
the sake of democratic principle. After all, the consultations 
of the Commonwealth prime ministers and finance ministers 
are kept secret, and the communiqués issued about them are 
notorious for their uncommunicativeness. No national cabinet 
makes public the arguments and methods by which it reached 
a decision, even though the decision itself is subject to public 
criticism. In the particular case of Nato, there is no doubt at 
all that some sections of opinion in every member country, 
if fully informed, would be critical of the spirit of give-and-take 
that for the most part prevails there. If the Council is to work 
as a kind of Atlantic cabinet, then perhaps the less that is known 
about its methods the better for harmony and efficiency. When 
collective authority is successfully and beneficently exercised, 
it is seldom wise to inquire too closely into principles and 
definitions, save as an academic exercise. In Nato’s case the 
body is still very young and the success very recent. 

Anyone, therefore, who proposes a more democratic and 
fully developed Nato, in the hope of advancing the cause of the 
Atlantic community, has to ask himself three questions. First, 
would the change make necessary a radical transformation of 
the working methods used for the building up of collective 
defence? Secondly, would government and opposition parties 
of member countries bring a bipartisan spirit into any con- 
sultative or deliberative bodies that might be attached to Nato ? 
Thirdly, would anything be gained by trying to clarify at 
this stage of Nato’s development what its eventual shape 
should be ? 
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NEW METHODS OF CO-OPERATION 


On the other hand the arguments of those who are not 
| content with ad hoc bodies, empirical methods and provisional 
principles need respectful hearing. However much one may 
distrust any Wilsonian tinkering with something that works, 
| there is much to be said for investigating and defining the 
broader purpose of the Atlantic alliance. It seems dangerously 
exposed to the vagaries of political fashion and national circum- 
stance. What, for example, would have happened had the 
Republicans come to power in the United States without 
President Eisenhower at their head? What would happen if 
| the anti-American element in a future British government were 
strong enough to switch policy in a new direction? Suppose 
that a nationalist German or a fellow-travelling Italian govern- 
_ment made trouble in Nato; how would that body control or 
rebuke recalcitrant members? What higher interest would it 
defend against the national claims of a single member? The 
empirical answer usually given is that these difficulties will be 
dealt with when they present themselves, and that it will fall 
largely to the Americans with their superior military and 
financial power to cope with them. 

The answer is not fully satisfying, if only because it is not 
easy, in present circumstances, to distinguish between the 
exercise of American power as such and the exercise of 

American power on Nato’s behalf. (We are back to the 
difficulty that arose over the use of atomic weapons.) Let us 
face the fact that if Nato did not exist, the relationship between 
most of its members and the United States—Britain, perhaps, 

| excepted—would be a satellite one. That is to say, military and 
economic dependence would exist, but a form of co-operation 
that gives equality of status to leader and led would not exist. 
Whenever that equality is infringed the idea of the Atlantic 

‘community is weakened by the suspicion of American, or 

| Anglo-American, hegemony. Whenever it is strikingly vindi- 
| cated, the idea of the Atlantic community is strengthened, but 
|at the expense of American authority. 

| In other words, the future of Atlantic co-operation in the 

Nato form depends overwhelmingly on American willingness 

to accept restraints in its foreign policy such as no world power 
has accepted in the past. And every suggestion for giving 
formal expression to the idea of the Atlantic community 
must be examined with that thought in mind. Whatever 
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policy or action conflicts with the United States constitu- | 4,, 
tion, with the President’s exercise of his functions, with | 
highly organized interests in American public opinion, 
will rouse resistance that has been so far quite astonishingly | ,., 
dormant. he! 

An important case in point comes to mind here. There | (,. 
is still a lively American interest in those international institu- | ,, 


tions that sprang out of the hopes of war-time. Because the | a4 
Communist bloc has not played the part that was intended in | ote 
such organizations as the United Nations, the International | 4. 
Monetary Fund, GATT and the World Bank, their effective | bit 
world character has been greatly weakened. But they still | = 
command American loyalty. Moreover, these organizations ur; 


command the respect and co-operation of nations that could | q,: 
not, even if they wished, join Nato; and relations with these 


nations, both political and economic, are almost as important | _ 
for world powers like the United States and Britain as relations 
within Nato. To take away functions, or to duplicate them | 

in Nato or some other exclusively Atlantic body, would 
antagonize non-Atlantic members oo possibly cause a division , 4S 
in the free world. Just as Britain has to divide its allegiance | W4 
between the Commonwealth, Europe and the Atlantic alliance, | 1" 
so the United States has to divide its leadership between the Bu 
American continents, Asia and the Atlantic alliance. It is all | © 
very well to talk of giving Nato global scope; in matters of | 4 
strategy it does in fact, though informally, have to take a global | V! 
view. But in matters of politics and economics it cannot in. 
practice extend its present scope. | = 


These are very difficult matters, needing much more 





attention from statesmen than they have yet been given, and | 8° 
much more expert knowledge and practical experience of inter- by 
national institutions than any layman is likely to have. There It : 
is a great field here for fresh political and economic thinking, | S°* 
for research and discussion. New methods of co-operation Na 
between sovereign states are growing up before our eyes, and | OU! 
the only phrase we have yet found to define them is the hideous | °P! 
“ functional co-operation.” Clearly, functional co-operation is | 14¢ 
the means, not the end. What is the end? Do we know or | 


have we yet to make up our minds? Perhaps the answer is that 
functional co-operation of regional groups of nations is merely 
dictated by the circumstances of the post-war world, by Lo 
diminishing distances, by ideological rivalries, by the universal 
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demand for peace, prosperity and fair shares not only between 
classes but also between nations. 

If so, then one political purpose of the Atlantic community 
must be more and more co-operation. And the conviction 
behind it must be that institutions of permanent value will be 
created in the process. At the moment we are in a state of 
transition. We have a semi-developed regional structure of 
Atlantic co-operation, side by side with a semi-developed 
structure of world-wide co-operation. If the cold war goes on, 
or if peaceful co-existence turns out to mean peaceful but 
bitter competition between the free world and the totalitarian 
world, then it is the Atlantic institutions that will be most 
urgently needed. If the future turns out differently, then the 
demand for a return to the world aspirations of 1944 will be 
very strong, especially from free Asia. 


* * * 


The picture of international institutions that confronts 
us at present is bewilderingly untidy. There is overlapping, 
waste of effort, even contradiction. One day the plantation will 
have to be ruthlessly thinned if anything is to grow vigorously. 
But it is difficult to be certain that the time for thinning has 
come yet. First, we have to be certain what we want to kee 
and what we can do without. And opinion about the choice stil 
varies from country to country. 

The choice will never be made, let alone thought about, 
either by the officials who constitute the new international civil 
services, or by statesmen going about their daily work. The 
ground has to be prepared by private discussion and research, 
by debate between representative groups in different countries. 
It is for this reason that I would like to see attached to Nato 
some consultative, deliberative body, as novel in its form as 
Nato itself. Without its assistance there is little prospect of 
our seeing clearly where we go next or of informing public 
opinion how far we have gone already towards realizing the 
idea of the Atlantic community. 


DoNALD McLACHLAN. 


London, 
December, 1954. 
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Deficit Finance in Asia 
By Frederic Benham 


I 
INTRODUCTION 


EARLY every country in South and South-East Asia has 
a development programme, under the general umbrella 
of the Colombo Plan. The programmes consist of 
proposed expenditure by governments and other public 


authorities, mainly on the provision of basic services such as | 
transport and electric power ; on measures such as irrigation, | 


flood control, and larger supplies of fertilizer, designed to 
increase the output of agriculture; and on muntiee the 
capacity of export and other industries. 

A large amount of public and private investment, supple- 
mented by other measures such as technical training, is un- 
doubtedly needed. It is the only way of permanently raising 


the very low standards of living which with a few exceptions | 


(notably Malaya) prevail throughout the area. 


The area contains some 700 million people. That is a | 


quarter of the population of the world. But it contains far 


less than a quarter of the resources of the world. Its most | 


important resource is land; about 70 per cent. of the people 
are engaged in agriculture, mostly as peasant cultivators. The 
amount of agricultural land at present available, however, is 
less than one acre per head of population. Consequently the 
oe size of holding is very s , from two to five acres, and 
it yields an even lower income than the typical male wage-rate 
of about three shillings a day. 

The area produces most of the world’s tin and has other 
mineral resources, such as the rich iron-ore reserves of India, 
although they are far from fully developed. But it has less than 
2 per cent. of the world’s coal and oil. It is developing hydro- 
electric power, but at present its consumption of electricity is 
only about 10,000 million kilowatt hours a year as against some 
400,000 million in the United States and some 60,000 million 
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in Great Britain. Its equipment of plant and machinery and 
other industrial assets is very meagre, “ almost nothing”, as 
Mr. Dulles said recently, compared with the great industrial 
countries. Some measure of this is provided by the total steel 
consumption of the area—less than two million tons a year. 
The area is also very poorly provided, relatively to western 
countries, with roads, railways, vehicles, and other means of 
transport and communication. 

In a phrase, the western worker is living in the machine 
age but the eastern worker is still in the age of the bullock cart 
and hand tools. It is no wonder that his productivity is so 
low. The west has been building up its resources and skills 
for two hundred years. The east cannot be expected to catch 
up overnight. However, although its standards of living are as 
low as those of Great Britain before the industrial revolution, 
it can make much more rapid progress, for it has access to the 
| techniques, the supplies, the markets, and the assistance of the 
more developed countries. The task is indeed formidable, 
especially as the area is adding over eight million mouths a 
year to its population, but it is being tackled, in most of the 
‘countries, with resolution and realism. 

A major problem is how to find the money, or more 
| accurately the real resources, for the development programmes. 

External aid has been forthcoming, in the form of grants and 
loans and technical assistance. It has been, and no doubt will 
‘continue to be, an essential and valuable part of the develop- 
'ment finance of these countries. But they agree that in the 
|main they must depend on their own resources. This means 
‘saving. In other words, it means present sacrifices, reducing 
still further their already low onl of consumption, for the 
sake of future benefits. 

If all goes well, and the various projects now under way or 
contemplated yield high returns in the form of increased 
national products, then real incomes will rise and the propor- 
tion, as well as the amount, that can be saved out of the national 
‘incomes will show an upward trend. But at present most of 
the area is bogged down by its poverty. Because incomes are 
low, the margin for saving, whether compulsory saving through 
taxation or voluntary saving, is low. It is too low to provide 
all the capital required. 

Most of the countries of the area export mainly primary 
products. For example, Indonesia exports rubber, tin, oil and 
copra; Malaya rubber, tin and palm oil; Pakistan jute and 
cotton; Ceylon tea, rubber and copra. The exports of Burma 
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and Thailand consist very largely of rice, exported mainly to 
other countries in the area. India exports mainly manufactures, 
as well as primary products such as tea, but her manufactures 
consist largely of textiles made from locally-grown jute and 
cotton. 

During the commodity boom of 1950-51, associated with 
the war in Korea, most countries in this area benefited from a 
marked favourable movement in their terms of trade. The 
prices of their exports rose sharply. The consequent expansion 
in their export earnings, national incomes and government 
revenues enabled them to finance their development pro- 
grammes entirely or mainly from their own resources; and 
some of them built up external and internal reserves, on which 
they have since been drawing. However, this was partly because 
the boom caught them unprepared. The necessary planning 
and preparation for large-scale projects takes a considerable 
time, and a number of their projects were not yet ready to be 
carried out. 

The commodity boom was short-lived. Only the price of 
rice continued to rise. It rose by some 20 per cent. during 
1951-53, benefiting Burma and Thailand (but affecting con- 
versely the rice-importing countries of the area). The prices 
of most other exports fell, and recently the price of rice also 
has been falling sharply. The terms of trade of most countries 
in the area have swung back again, but in the meantime they 


have expanded their development programmes, or at any rate | 


are in a position, if the finance is available, to speed up the pace 
at which they implement them. 

They are now faced, therefore, with the difficulty that 
their own savings, together with the external aid available to 
them, are not sufficient to finance their programmes. But they 
believe, and quite rightly, that their development projects are 


absolutely essential for their economic progress. In these | 


circumstances a number of them have adopted, or are con- | 
templating, the expedient of resorting to a moderate amount | 


of deficit finance. 

What are the conditions favourable or unfavourable to 
deficit finance in this part of the world? What are the limits 
beyond which it becomes inflationary, or more than mildly 
inflationary? These and allied questions were discussed 


recently by a Working Party of the Economic Commission for | 


Asia and the Far East under the chairmanship of Dr. 
Lokanathan, the Executive Secretary of E.C.A.F.E. 
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II 
SPECIAL CONDITIONS OF THE AREA 

Theoretical discussions of deficit finance by Lord Keynes 
and others have been concerned mainly with industrial 
countries during a period of depression and heavy unemploy- 
ment. Under such conditions, it has been argued, an increase 
in the supply of money and in public and private expenditure 
will bring into employment, as the effective demand for their 
products expands, capacity which is idle and labour which is 
unemployed. 

There is no parallel to this state of affairs in the countries 
of the area. They are not industrialized to any considerable 
extent. There is little idle capacity in such forms as plant and 
machinery, already in existence and waiting to be used. Nor 
is there a large body of unemployed wage-earners. Most of 
the workers are not wage-earners but are working on small 
farms on their own account. In order to employ them else- 
where, for example in manufacturing, they would have to be 
taught new skills and they would have to be provided with 
factories and other industrial equipment, at a substantial 
capital cost per head. 

Hence the argument that the increased flow of money 
would be more or less matched by an increased flow of output 
due to the utilization of unemployed labour and resources has 
very little application to these countries. There is indeed a great 


| deal of under-employment, mainly in agriculture, but that is a 


permanent feature of their economies. I will say more about 
that later. The present point is that they are not adopting deficit 
finance in order to combat a depression—there is no depression 
—but in order to finance their development plans, and they 
have little idle capacity or skilled labour ready to be employed 


_ immediately the demand for their products expands. 


The Working Party pointed out a number of other respects 


_ in which conditions in the area differ from those in more 


developed countries. A large section of the population is 
engaged in producing foodstuffs mainly for its own needs, and 
makes little use of money. Clearly the scope for imposing 
“forced saving”, through higher prices, on this section is very 
limited. It is people with relatively fixed money incomes who 
are forced to consume less when the cost of living rises. But in 
this area “ the relatively small size of the fixed-income class 
reduces the scope for the transfer of real resources to the 


ae | 


_ government for development purposes’’.' Again, “ the low 





1 Report of Working Party. 
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per capita incomes in most E.C.A.F.E. countries result in a 
high propensity to consume. In other words, increases in 
incomes due to an increase in the money supply are likely to be 
very largely spent rather than saved.” 

All the above conditions tend to reduce the scope for deficit 
finance. There are some other conditions, however, which 
work in the opposite direction. The high propensity to con- 
sume is modified, in a number of countries, by the habit of 
hoarding currency notes. This habit is sufficiently marked to 
facilitate deficit finance provided that confidence in the cur- 
rency is maintained. Again, in most countries of the area only 
a small minority of the people use banks, and the banks maintain 
high cash reserves. The multiplying effect due to credit expan- 
sion of any increase in cash would therefore be much less than 
in western countries. Another feature of most countries in the 
area is that their transport and communication systems are far 
from fully developed. Hence price increases tend to spread 
relatively slowly from one region to another, and it may be that 
a mild inflation resulting from expenditure on local projects 


would not spread to the rest of the country. Further, in the more | 


or less self-sufficient agricultural areas there are, except when 
the harvest is poor, local stocks of foodstuffs which can be 
temporarily reduced with safety. This tends to diminish or 
delay the inflationary effects of an expansion of demand. 

The Working Party set out all these conditions but did not 
express a definite view as to whether, on balance, they are more 
favourable or less favourable to deficit finance than conditions 
in more developed countries. 


III 
DEFICITS WITHOUT INFLATION ? 


The Working Party briefly defined inflation as an increase | 


in money expenditure relatively to output or, more widely, 
relatively to the available supplies of goods and services. They 
pointed out that there are various factors which may make 
possible an increase in the supply of money without inflation : 

“ For example, the increase in the money supply may be 
neutralized by a corresponding reduction in private spending, 
possibly due partly to currency hoarding. Again, it may be 
offset by a fortuitous increase in production, such as a good 
harvest. Or the government may have sufficient foreign 
exchange reserves to draw upon them in order to enable a 
greater volume of imports to match the increase in spending. 


Or external aid may make possible a similar increase in the | 
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volume of imports”. The point about foreign exchange reserves 
is especially relevant to India, who is planning an appreciable 
amount of deficit finance during the coming year. Her sterling 
balances, on which she can draw to a certain extent, have 
considerably increased over the last three years and now exceed 


£650 millions. 
Such factors, however, the Working Party continued, are 
of a temporary or fortuitous nature. “‘ They cannot be relied 


upon to prevent inflation over a period of years in the face of 
an increase in money supply”. The Working Party then 
pointed out that the increase in public developmental 
expenditure may lead to a fairly rapid expansion of output 
which more or less matches the increase in the money supply. 
“ In general, the inflationary effects of developmental expendi- 
ture based on deficit finance will be less the shorter is the 
time-interval between the investment expenditure and the 
consequent increase in output, and the less is the amount of 
capital needed to produce a given increase in output ”’. 
There is no doubt that much could be done to make use of 


_ under-employed labour in ways that om relatively little 


capital. A good illustration is the so-called Japanese method of 
rice cultivation which is now being introduced in India. It 
involves much harder and more continuous work by the 
cultivators, as well as better seeds and a greater use of fertilizer, 
but it gives much higher yields per acre. In general, the yields 
per acre of most crops are low in this area and could be con- 
siderably increased by improved methods of cultivation, which 
usually involve harder work. But it is no easy task to persuade 
many millions of illiterate peasants to adopt improved methods. 
Again, in some areas mixed farming, with livestock, would 
give a greater output, including more of the animal products 
needed for a better diet, and would provide fuller employment 
on the land. 

Another innovation which has great possibilities has been 
the introduction in India and other countries of community 
projects. The people of a village need, let us say, an irrigation 
tube-well or trenches to prevent soil erosion or better roads. 


_ They are encouraged to practise self-help by themselves 


providing the labour, preferably free of charge. 

Nevertheless I cannot agree with the view that, in order to 
minimize the dangers of inflation, development plans should be 
revised to include mainly quick-yielding schemes rather than 
long-term projects. In my opinion, this is unsound advice. 


| The capital available for investment should be used in whatever 


ways will make the greatest permanent contribution towards an 
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expansion of output. A large-scale investment in providing, 
say, irrigation or flood control or electric power, or in a river- 
valley project which combines all these three purposes, should 
not be discarded merely because it takes several years to 
complete, if in the long run it will give a considerably higher 
return than alternative short-term investments in, for example, 
the expansion of cottage industries. 

Be this as it may, it is a fact that projects which will not 
have their full effect on output for some years play a major 
part in the development plans of most countries in this area, 
and indeed many such projects are already well under way. 
During the interval, while they are being carried out, an increase 
in the supply of money is likely to have inflationary 
consequences. 


IV 
THE EFFECTS OF INFLATION 


The Working Party gave the following outline of the 
course which the development of most countries in the area is 
likely to take : 

“ First, the output of food will increase. This will come 
about by the reduction of losses through such causes as bad 
storage and pests and floods, by increasing yields per acre 
through the application of better methods of cultivation, and by 
bringing new land into cultivation or making possible two 
crops instead of one. Under-employment on the land may be 
reduced by the adoption of more labour-intensive methods of 
cultivation and in some areas by the expansion of mixed 
farming, with livestock. By these means the populations will 
receive a more adequate and a better balanced diet. 

Second, the increased output of food will give the 
cultivators a larger surplus above their own needs and this 
surplus will provide the purchasing-power for a home market 
for local manufactures and other products. Some under- 
employed workers will be attracted off the land into other 
occupations. They will need training, and they will also need 
capital, in order to employ them in non-agricultural activities. 

These developments will be facilitated by the improvement 
of means of transport and communication and by the provision 
of more electric power. 

In countries which export a large proportion of their 
output, the development may take place largely in improving 
the efficiency and expanding the capacity of their export 
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industries, thus enabling them to buy more food and other 
goods from abroad.” 

I am in complete agreement with this outline. The primary 
need is for more and better food. The average daily con- 
sumption in India is less than 1,600 calories, far too little for 
health and efficiency, and in most countries of the area it is 
not much higher. Moreover, the diet consists mainly of rice and 
other cereals and starchy vegetables. It contains relatively 
little meat, fish, or other protein and relatively little fats, milk, 
and leafy vegetables. Most of the people suffer from under- 
nourishment and consequent lack of energy and stamina. The 
remedy for this situation is a marked expansion of agricultural 
output. 

In this respect, the situation in these countries resembles 
that of Great Britain before the industrial revolution. So long 
as one family’s labour on the land provides little more than 
enough food for themselves, the great bulk of the population 
must be engaged in agriculture. Higher yields in agriculture 
are essential before much industrialization can take place. In 
this area there is considerable under-employment in agriculture 
but nevertheless yields per acre are much lower than in western 
countries. As they increase, a surplus of purchasing-power will 
be created with which to buy the products of workers who are 
being trained for, and will gradually be moving into, other 
—- 

he conclusion which the Working Party drew from its 
analysis was that “ development programmes framed on these 
broad lines will inevitably include a large number of projects 
which will only gradually expand output although eventually 
they may give a high return. Hence a considerable and 
continued expansion in the money supply is almost certain to 
have inflationary consequences’ 

The Working Party felt that a moderate amount of inflation 
might do little harm, and might indeed stimulate private 
investment, provided that the public appreciates the paramount 
need for carrying out developmental rojects and is convinced 
that the money is being invested at * However, when the 
rate of inflation exceeds a certain sanneiiele it will exercise an 
undesirable and distorting influence on the economy”. 
Resources will be used wastefully in order to reap inflationary 
—! there will be speculative hoarding; there may be 

alance of payments difficulties ; rates of interest may rise, 
destroying the domestic market for government bonds; and 
“ if wage-earners and others find their real incomes considerably 
reduced by the rise in prices, there may be serious social 
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unrest, and administrative and productive efficiency may 
suffer ’’. 

Hence the section concludes with a warning: ‘‘ Extreme 
caution should therefore be exercised to prevent inflation from 
becoming of such a magnitude that it distorts the economy, 
weakens confidence in the currency, reduces the incentives to 
saving and to productive investment, and inflicts hardships on 
large sections of the community ”’. 


V 
FOREIGN TRADE 

One effect of an inflationary increase in money supply is to 
stimulate imports. The volume of imports tends to rise because 
money incomes are higher and possibly also because the prices 
of domestic products which compete with imports tend to rise. 
At the same time, the costs of the export industries may be 
raised, somewhat curtailing the volume of exports. Hence 
foreign exchange reserves will tend to fall. 

The importance of this factor, the Working Party points 
out, will vary with the proportion of national income which is 
spent on imports and with the extent to which increases in 
money incomes are spent on imports rather than on domestic 
products. In a country such as Ceylon or, to a less extent, 
Indonesia, with a high proportion of foreign trade, the fall in 
foreign exchange reserves is likely to be the first and most 
powerful check on inflation. In a country such as India, which 
exports only 5 to ro per cent. of its output, this factor will be of 
less importance. Malaya is rather a special case. She relies 
heavily on foreign trade but has no central bank with powers of 
credit creation. 

The points made by the Working Party are illustrated 
by the recent history of Ceylon. The story is told frankly in 
the annual reports published by the Central Bank of Ceylon. 
Briefly, the Government maintained its expenditure at a high 
level after the recession in export prices following the end of 
Korean boom, running large budget deficits financed by credit 
creation. In 1952 and 1953, says the report published by the 
Central Bank, Ceylon maintained consumption at a much higher 
level than could be justified. “* The result was that the country 
sacrificed external assets which it could have put to better 
use ’’, External assets, which stood at Rs 1,209 millions at the 
end of January, 1952, had fallen to Rs 605 millions by the end of 
November, 1953. 

In July, 1952, the Government took a series of measures 
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which tended to restore equilibrium. The most important of 


' these was the virtual abolition of the food subsidies, which had 


been accounting for nearly a quarter of all government 
expenditure, although this meant raising the price of rationed 
rice from 25 cents to 70 cents a measure. Other reductions 


_ were made in non-developmental expenditure; taxes were 


increased; the charges for postal, railway, and electricity 
services were raised. Aided by some improvement in the terms 
of trade, the balance of payments gradually recovered. 

Of course a country may seek to protect its external 
reserves by imposing severe restrictions on imports. More than 
one deficit-finance country in the area is following this policy 
at the present time. Another possible course, followed for 
example by Indonesia two years ago, is to devalue the currency. 
But in so far as the volume of imports is reduced, the internal 
pressure of inflation is correspondingly increased. 


VI 
CONCLUSIONS 

I have referred so much to the views of the Working Party 
that I should add that they discussed also several other 
questions, which I shall mention very briefly. They began by 
considering various concepts of a budget deficit and concluded 
that the most useful definition for their purpose was the decrease 
in the cash holdings of the government plus government 
borrowing from the central bank. They discussed indicators 
of inflation and concluded that the most sensitive indicator, 
together with a good over-all index (if available) of domestic 
prices, is numerical estimates of factors accounting for changes 
in money supply, such as increases in foreign exchange reserves 
and in bank loans and decreases in the cash balances of all 
government bodies and in savings deposits. 

They discussed controls, to counteract or suppress the 
effects of inflation. They agreed that the effectiveness of such 
controls would vary between countries according to the 
efficiency with which they were administered. “ If controls 
were not efficiently administered, they would lead to various 
abuses and injustices and would distort the economy without 
achieving their objectives. It was considered, therefore, that, 
to begin with, suitable means should be explored for checking 
inflation by designing the fiscal policy in such a way that a 
large portion of the excess income created by inflation would be 
mopped up by taxation or by borrowing from the public ’’. 

e countries of this area are certainly faced with a 
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dilemma. Developmental oo a: is essential to increase | 
sO 


their outputs and standards of living. It is difficult for them to 


find adequate resources to meet this expenditure without | 


having resort to deficit finance. Yet, in my view at least, the 
scope for deficit finance is not very great; the limits beyond 


which the inflationary effects become harmful are soon reached. | 


Obviously each government must decide for itself how 
much it spends on such purposes as defence and social services 
rather than on developmental activities (including technical 


training). However, there is a possibility that more could be | 


raised in taxation and similar ways as an alternative to deficit 


finance. Services provided by governments or other public | 


authorities, for example postal services and rail transport and 
electric power, are not always charged for at rates which cover 
their full costs, including their capital costs. It may seem hard 
to charge such rates for, say, irrigation water provided to 
poverty-stricken peasants, but if the benefit to them is greater 
than the cost (as it should be if the schemes are sound) then 
there seems no reason for subsidizing them and thereby 
diminishing the resources available for development elsewhere. 
On the same reasoning it would seem that land which has 
been raised in annual value by developmental projects should 
contribute a large part of that increase in taxation. 

There may be considerable scope in some countries for 
increased taxes on semi-luxuries such as tobacco. In most 
countries of South and South-East Asia the personal exemption 
level for income tax is two or three times as high as in the 
United Kingdom and only a tiny minority of the population 
pays any income tax. A poor country cannot be expected to 
take as high a proportion of its national income in taxation as a 
relatively rich country. At the same time, it is a remarkable 
fact that in most countries of the area (Burma, Ceylon, and 
Malaya are exceptions) the total yield of taxation, both central 
and local, is well under 10 per cent. of their national income. 

There are undoubtedly great political and administrative 
difficulties in the way of increasing the yield from taxation, 
whether by higher rates of tax or by more effective methods of 
collection. Nevertheless, it would seem that further efforts in 
this direction might be made. 

Finally, it is very clear that a substantial measure of 
external aid to the area is essential during these critical and 
formative years. 


Singapore. FREDERIC BENHAM. 
November, 1954. 
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The Problem of the Roads 
By Gilbert J. Ponsonby 


N spite of the Government’s pronouncement in December 
last that expenditure on roads is to be “ stepped up” 
somewhat in the years immediately ahead, there are still 
grounds for disquiet, on two scores. First, whether we are 
likely to spend anything like the “ right’’ amount of our 
national resources on them during the next decade or so, and 
secondly, whether the whole machinery and procedure by 


_ which that amount is likely to be determined is appropriate to 


our national requirements. Before discussing these questions, 
certain facts relating to the present state and control of our 
roads, and the volume of traffic they have to carry, are worth 
recording. 


THE ROADS TODAY 


There are approximately 186,000 miles of road maintained 
at the public expense. Of these, some 8,300 miles (4-5 per 
cent.) are what are known as “ trunk roads’’. Under the 
Trunk Roads Acts of 1936 and 1946 the Minister of Transport 
is the highway authority for all such roads and is thus directly 
and solely responsible for them. The highway authorities 
responsible for the maintenance and improvement of all other 
publicly maintained roads and bridges in Great Britain are 
some 1,285 local authorities, who are thus responsible for 
approximately 177,700 miles of road ; but of this mileage only 
86,000 miles (46-2 per cent. of the whole) are “ classified 
roads’, that is, entitled to receive contributions from the 
Exchequer. 

The rates of grant made towards “ classified ” roads are 
as follows :— 

Per cent. 
Class I roads... os 75 
~<a és es ee 60 
ae. “ es 50 

In respect of the remaining 91,700 miles of unclassified 
roads, no grant is payable, the burden falling on the rates. 
The relative burden of expenditure falling on the Exchequer 
and local authorities respectively during recent years can be 
seen from Table I overleaf. The item local rates includes 
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both grant-earning expenditure on classified roads as well as 
that not eligible for grant, e.g. in respect of unclassified roads: 


TABLE I 


Approximate Total Public Expenditure on Roads and Bridges 
from Central and Local Funds 1948/53 


| 1948/49 | 1950/51 | 1952/53 








£'000 | £'000 £'000 

1. Trunk Roads (Payments to local authorities 
as agents of the Ministry of Transport) . 7,916 | 8,278 10,794 
2. Roads maintained by local authorities— 
Grants from Exchequer (via Road — 13,204 | 15,825 | 20,665 
Local rates (including loans) .. | 44,181 48,733 | 54,569 


| 65,301 | 72,836 | 86,028 
i i 








1 In December, 1954, the Road Fund came to an end as a separate account. In future, 
provision will be made to meet government expenditure on roads from the relevant vote 
of the Ministry of Transport and Civil Aviation. 


The increase of total road mileage over the last four 
decades has been as follows :— 








TABLE II 

Trunk 

onde Class I Class II | Class III | Total? 
1911 | 175,487 
1924 | 23,230 14,739 | | 177,321 
1937 | | 27,142 | 16,930 | | 178,904 
1939 | 4,456 | 23,089 17,634 | 180,527 
1946 4,455 | 23,194 | 17,748 | 183,063 
1947 | 8190 | 19,517 17,708 48,323 183,051 
1953 | 8254 | 19,551 | 17,700 | 48,693 | 186,261 

| | 





1 Including unclassified roads. 


The years in this table have been selected so as to bring 
out the effects of the Trunk Roads Acts of 1936 and 1946 on 
trunk road mileage, and the creation of Class III roads on 
tst April, 1946. 

The table also shows that the total mileage of road from 
1924 to 1953 increased by only about 9,000 miles, or 5 per cent. 
Some would say that this was in itself an indication of failure 
of road policy during that period. But whilst there is always 
some case for more by-passes, entirely new roads and the sub- 
stitution of direct for more circuitous routes, it can be equally 
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well argued that for many years the more urgent need has 
been for the widening or complete reconstruction of existing 
roads, rather than the building of new ones, and that the small 
increase in mileage is not in itself a condemnation of road policy 
during the period under review. _ 


GROWTH OF TRAFFIC 

Upon this system of roads has developed, roughly since 
the end of the first world war, an amount of traffic which 
reflects no less than a revolution in our economic and social life. 
As Table III below indicates, even since 1926 the number of 
cars has quadrupled, buses and coaches have doubled, whilst 
the number of motor goods vehicles has almost quadrupled. 
Nor do these figures tell the whole story. For all such evidence 


as is available shows that traffic has increased more than in 


at 4°4'. 


proportion to the vehicles in use. Moreover, the growth con- 
tinues. In spite of the second world war, in spite of our much 
criticized road system, industry and citizens alike are taking to 
the roads to an ever increasing extent. In terms of “ motor 
vehicles per mile of road”, in 1952 Great Britain came 
highest in the world with a figure of 18-8 (excluding motor 
cycles, tractors and trailers), W. Germany coming second with 
17°4 and the U.S. third with 15-5. Similar estimates for other 
countries put Italy at 5-6, New Zealand at 5-0 and France 


TABLE III 


Motor Vehicles in use in Great Britain, 1926-54 
| | | 





; Motor Buses | 
Year | — | Cycles, and | Taxis Booed Other | Total 
| ete. | Coaches | 





| 











| } 
| 


| 
/ 000 | 000 7000 | '000 | 000 "000 "000 
Mar. 1919; 110 | 115 44¢ | — | 62 — 331 
Sept., 1926 684 | 637 40 60 | 257 37. | 1,715 
Sept., 1936 | 1,643 506 490 | 37 | 459 64 | 2,758 
Sept.,1946 | 1,770 | 462 | 57 48 560 210 | 3,107 
May, 1953 | 2,762 | 1,037 | 80 36 | 995 372 | 5,282 





To illustrate the extent to which road transport has woven 
itself into the industrial life of the country, a recent estimate 
(given in Table IV overleaf) of the tonnage originating and the 
ton-mileage carried by road, compared with other forms of 
transport, is of some interest. 


1 See Basic Road Statistics, P.12. 
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Thus, it is estimated that in 1952 three times as much 
tonnage was sent by road as by rail. Only when due allowance 
is made for the greater average length of journey by rail 
can the latter be said to be carrying more traffic than road 
transport. On these figures alone, one is justified in 
regarding road transport efficiency as an integral part of 
industrial efficiency as a whole. And that is how, in my opinion, 
it should be increasingly regarded. 

And how have we responded to this prodigious growth of 
traffic? Between the two wars, from 1923 onwards, we spent 
roughly between £50 millions and £60 millions per annum— 
for only three years, 1930 to 1933, did annual expenditure 
exceed £60 millions. Much of this expenditure was in respect 
of the basic reconstruction of existing roads and the con- 
struction of such new arterial roads as the London—Southend 
Road, the Great West Road, the Birmingham—Wolverhampton 
Road, and the Liverpool-East Lancashire Road. On the 
whole, the emphasis was quite definitely on the provision of 
important long-distance roads between the big centres of 
population. But there were also greatly improved surfaces 
given to most minor roads, pe Fs in rural districts. 

After due consideration of our general policy towards 
roads, the objectives aimed at and what was actually being 
accomplished, the Royal Commission on Transport in their 
final Report in 1931 gave it as their considered view that 
“It would probably be no exaggeration to say that our roads 
are the best in the world . . .” (Para. 184). Although, they 
added, “. . . while readily giving credit for all that has beea 


TABLE IV 
British Domestic Freight Transport 1952" 











) 
| Tons Carried | Ton Mileage 
| | (Thousand 
(Millions) % | Millions) % 
a 900 72 | 19 37 
Rail .. wi 300 24 22 43 
Inland waterways 10 1 0-2 — 
Coastal shipping 40 3 I 10 20 





| 1,250 wo 80 | Ss 51 100 





1 Journal of the Royal Statistical Society, Series A (General), Vol. 117, Part 3, 1954, 
. 318. Paper entitled The Outlines of the Road Goods Transport Industry, by Glover and 
er. 
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accomplished in the past ten years, we feel that much more 
remains to be done... .” And in one particular respect there 
was sharp criticism. They found that there had been practically 
no road reconstruction in built-up areas. In their own words :— 


Speaking generally, there is no direction in which such a lack of 
vision has been evident as in the failure to cope with the great increase 
in the volume and speed of modern traffic in most of the great cities. 
This neglect is even more striking when provision for further development 
in the future is considered. (Para. 213.) 


This grave omission, whilst to some extent reflecting an 
error of policy, was partly due to the conception of roads as a 
means of reducing unemployment. It was “ policy” to build 
roads in depressed areas, and wherever there was a surplus of 
labour. This involved a permanent reluctance to undertake 
reconstruction in built-up areas, where so much of the total 
sums involved are absorbed by land purchase and compensation. 

There was no noticeable change of policy in this respect 
after the publication of the Royal Commission’s report. So 
that right up to 1939 there had been no substantial reconstruc- 
tion in built-up areas to meet the needs of motor traffic, and, 
as is well known, neither during nor since the war have any 
extensive improvements taken place. Whilst there are 
differences of opinion on whether our roads have not actually 
deteriorated since 1939, at best they have only just been 
maintained. And what of the future ? 


HOW MUCH SHOULD WE SPEND ? 

It will help in answering this question if we remind 
ourselves precisely what is the purpose of having a road 
system at all. It is surely no more and no less than to reduce 
the costs of movement and operation of those who use it. 
That may sound platitudinous. But it is a platitude which is 
often lost sight of and is worth keeping firmly before us. Let 
us next remind ourselves precisely how such costs are reduced 
by “ more and better roads ”’. 

(i) By increasing the actual mileage of roads, the distances 
between any two points may thereby be reduced. Total 
vehicle-miles operated are thus saved. The construction of 
estuarial crossings such as those planned across the rivers Forth 
and Severn, and of many new roads and bridges would 
contribute to this reduction of vehicle mileage, besides ensuring 
a quicker service to industry and the travelling public. 
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(ii) Better road surfaces reduce such costs of operation 
as wear and tear on vehicles, facilitate higher speeds, and in 
more than one respect improve the quality of the service 
provided. 

(iii) Easier gradients and curves similarly reduce operating 
costs, promote safety, and facilitate speed, thereby providing 
a better quality of service. Such easements can often be brought 
about only by means of deeper cuttings, more substantial 
embankments or viaducts, or the acquisition of more land. 

(iv) Next, and perhaps most important of all, any road 
improvement or widening which reduces congestion or delay 
not only reduces operating costs (particularly those which are 
a function of time such as wages), but also enables a better 
quality of service to be provided to the public. In this con- 
nection, and on the side of cost, there may also be economies 
made on capital account. In the absence of congestion, London 
Transport, by introducing faster schedules, could work many 
routes with fewer buses; just as the number of delivery vans 
required for a given number of “ calls” could be similarly 
reduced. 

(v) Finally, and taking a rather longer view, larger and 
faster vehicles could be introduced with safety, still further 
reducing costs and improving the _— of service. 

In short, by spending more on roads, operating costs can 
be reduced, and the quality of service improved, almost 
indefinitely. But from a national point of view, we should not 
be concerned only about reducing operating costs to a minimum. 
Rather, we should be concerned exclusively to minimize the 
combined costs of operation and of maintaining road transport’s 
permanent way. If that is our aim, as I believe it should be, 
then we at least have something definite to aim at, and thus 
some chance of answering the otherwise puzzling question : 
“How much ought we to be spending annually on roads?” 

If we really do want to get the most out of road transport 
as a whole and at minimum cost for a given output, then a 
higher level of expenditure on roads would always be justified 
if it satisfied the following conditions. So long as such additional 
expenditure was more than compensated for by reduced operat- 
ing costs, then it should be undertaken. If, that is to say, by 
spending an additional £10 millions a year on roads, something 
more than that is saved in terms of man hours, petrol, or other 
resources, then, in the name of ordinary straightforward 
business efficiency, that sum should be spent. There comes a 
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time of course when, although additional expenditure on the 
roads would still reduce operating costs, it would not do so to 
the extent of reducing the total average or “‘ combined ”’ costs 


' referred to. You can have too good roads. The last million 


pounds’ expenditure may not achieve commensurate reductions 
in costs. Similarly with regard to improving the quality of 


| service to be provided. Only in so far as the value of the extra 


quality of service to be given is deemed greater than what it is 
going to cost us to provide it, should such expenditure be 
incurred. 

Whilst the above approach gives us at least something to 
go on, some qualification is needed. Our task would be much 


| easier were we justified in associating different ievels of annual 


expenditure with corresponding levels of road efficiency. But 
we can do that only to a limited extent. True, to maintain the 
surfaces of a given lay-out of roads at a high standard requires 
more frequent and more substantial attention than for a lower 
standard. But when we speak of the urgent need for more 


| expenditure on roads, most of us are not thinking primarily in 


terms of increasing expenditure of that kind. For what is 
wanted most of all is a change in the lay-out itself. To widen 


| narrow roads, especially in congested areas, to provide more 


road space at busy junctions, to replace winding roads by 
straight ones, to ease gradients and build bridges and tunnels, 
these are the kind of schemes for which there is the most 
urgent need. 

Incidentally, the more money put into the general lay-out 
and construction of the road as a whole, the less is likely to be 
required for maintenance. Indeed, the all-in future mainten- 
ance costs of the assets created by a major reconstruction 
scheme may not only be very small in relation to the initial 
capital investment involved, but may well be less than the 
costs of maintaining the old roads, even though the new road 
may carry more traffic and help to reduce operating costs. 

Thus, to estimate what annual amount is required to 
“ maintain ’”’ our system of roads at the “ most paying”, or 
the minimum total average cost, level is only one of the 
questions to be answered or problems to be solved. There 


is the additional and possibly the more difficult problem of 


deciding on what scale there should be real capital investment 
of the + deere I have mentioned. The question to be answered 
here is not, as in the first instance, ‘‘ will the annual reduction 
in operating costs and other benefits derived in future be more 
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than the additional annual costs of road maintenance?”. It 
is the somewhat more difficult question, “ will the future 
cost reductions and other benefits to be derived from a given 


capital lump sum down now, turn out to be worth this present | 


sacrifice of current resources? ”’. As in most other kinds of 
investment an element of risk is involved here, not to mention 


the rate of interest. And since it is unlikely that we shall ever , 


be able to undertake all the schemes for road improvement 
at the same time, there is the further difficult problem of 
deciding in what order of priority such schemes should be 
undertaken. 

To recapitulate, there seem to be three fundamental 


questions to which answers are at all times urgently required. , 


First, what standard of maintenance of existing roads, 
requiring a particular level of expenditure, is justified, having 
regard to the operating economies and other benefits which 
result from a high standard, and the higher operating costs 


and other disadvantages which result from a low one? Second, | 
again as regards the existing lay-out of roads, where are there , 


opportunities of substantial capital expenditure on stronger 
foundations and surfaces which 1s justified on grounds of quick 
savings in future maintenance costs? Third, as regards capital 
schemes, ranging from comparatively minor widenings and 
other easements to major reconstructions, including new roads, 


in what order of priority should these be undertaken? In | 
other words, in relation to the expenditure to be incurred, | 
which, £1 for £1, are likely to give the highest, quickest, and — 


most certain returns? Just where, taking our road system as 


a whole, are the points at which money spent on reconstruction | 


or new development would pay the highest dividends in terms 
of reductions in operating costs and better service ? 


POLICIES FOLLOWED 


One approach to criticizing the past is to consider whether 
the machinery and attitudes of mind which have been respon- 
sible for road policy were likely to provide the right answers, 
however approximately, to these three questions, or to lead to 
action thereon. Taking post-war policy, for example, what 
broad factors have determined the amount spent each year 
since the end of the war, whether from the Road Fund or by 
the local highway authorities? They were described in the 
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Fifth Report from the Select Committee on Estimates, Session 


- It 1952-53, in the following terms :— 
ture Since the war, the principal factor governing the amount of the grant 
ven to highway authorities has not been their estimates of their requirements, 
sent | but the national economic position as a whole. Each year, at some date 
ls of earlier than their submission of estimates, the Ministry of Transport, 
1tion like other Departments, submit a memorandum, setting out their views 
as to the amount which, bearing in mind their interpretation of the 
ever general economic situation of the country, ought to be invested in roads 
nent in the coming financial year, to the Investment Programme Committee 
n of of the Treasury, and their representatives later appear before that 
1 be Committee for a short discussion. The Committee then decide the share 
of the national capital available which can be invested during the year 
tal concerned in expenditure upon roads. The decision is ‘‘ an absolute 
on ceiling ’’ upon grants out of the Road Fund. The estimate later submitted 
ired. by the Ministry to the Treasury will be drawn up in the light of the figure 
ads, laid down by the Committee, though it may be still further reduced by 
ving the immediate needs of the budgetary situation. (Para. 10). 
hich Further light is thrown on this question later on in the 
ostS same report. 
ond, Your Committee were concerned at the methods used both by the 
here , Ministry and by the Treasury in forming judgements on the desirability 
nger of the proposals for expenditure submitted to them. The Treasury 
uick representative stated that as long as the permitted expenditure remained 
‘tal | in the region of from 65 per cent. to 75 per cent. of that allowed in 1938, 
pl that had a fair degree of assurance that no extravagant maintenance was 
and being carried out. Their other principal criterion was a comparison 
ads, of the amount asked for in any year with the amounts granted in the 
In | previous year. The Ministry also stated that they calculated their own 
“red estimate of the minimum necessary to keep the roads in a sound condition 
’ ; ; - 
and | in the form of a percentage of pre-war expenditure, and agreed with the 
a view of the Treasury in this respect. (Para. 14). 
‘tion Finally, as regards the purchase of land for those much 


rms | needed easements, where one would have thought the quickest 

, returns and most certain benefits on capital spent could be 
reaped, this same Committee reported as follows :— 

The attention of your Committee was drawn by three of the local 
authority associations to their objections to the procedure at present 
required by the Ministry in cases where a highway authority wishes to 
th purchase a small strip or piece of land in order to facilitate a scheme of 

er maintenance or minor improvement. Under a directive from the Ministry, 


pon- | the purchase of any areas of land, however small, the change of user of 

vers, land already in possession of a highway authority and even the receipt 

d to of land as a gift for the purposes of such a scheme, constitutes a ‘* major ” 

what improvement. As a result of the almost complete ban on major improve- 
ments . . . sanction for the purchase or use of the land is virtually certain 

44 to be refused. (Para. 18). 
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the It is not to be wondered that the net result of adopting 
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these attitudes and procedures towards road expenditure since 
1945 has been, broadly, that we have barely maintained 
the roads at the level of efficiency reached either before or after 


the war. As recently as February, 1953, the Chief Engineer | 


of the Ministry of Transport was able to say that “ the trunk 
and the first class roads are probably at least as good as they 
were before the war; they are not deteriorating ”, though he 
thought that second and third class roads were slowly, but not 
dangerously, “ going back”. Even this view was vigorously 
contested by numerous interests, the County Councils 
Association expressing the view that “the direct results of 
present Government policy have been progressive deterioration 
in the condition of the roads”. And as regards the amount 


spent on improvement and new construction, the minute 


proportions to which this has amounted are only too well known. 
One may rightly ask whether the procedures and attitudes 
described above are in any sense appropriate for ensuring that 
this important sector of industry is either adequately or 
efficiently provided with capital. 

The most obvious and familiar reply to such a question is 
that expenditure on roads is par excellence a means by which 
full employment can be maintained. But taking a fairly long 
view, what does this mean? It means that in times of boom or 
threatened inflation our roads are barely maintained, and only 


when the position becomes critical and the “ pressure” from 


interested groups reaches a loud crescendo can the government 
be induced to undertake any schemes of a capital nature at all. 
However substantial the cost-reducing potentialities of such 
schemes, the decision how much to spend becomes governed 
by quite other considerations which have little to do with the 
reduction of costs and the improvement of industrial efficiency. 

As regards expenditure in times of depression, in the 
inter-war years a definite preference was given to schemes 
(a) in areas where unemployment was highest, and (6) which 
were likely to employ a large number of unskilled men. These 
considerations discouraged mechanization, and further militated 
against a policy of meeting, primarily, the most urgently 
required schemes, many of which for some thirty years have 
been major reconstructions in built-up areas. 

Thus, whether we are in boom or depression there is a 
danger that the time will never come when such urgently 


1 Ibid p. XXI 
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required developments are permitted. In short, is it really 
wise policy to pick out one particular activity or form of 
national investment and to inflict on it the burdens of starvation 
in times of boom and an unbalanced diet in times of depression ? 
If the government at any time wishes to encourage or dis- 
courage capital or other expenditure, would it not be wiser to 
do so over as wide a field as possible, easing or tightening the 
terms of borrowing for all public utilities alike, if not for 
industry generally, rather than to impose on one particular form 
of industrial activity the kinds of control referred to ? 

For the immediate future, one can only hope that those 
in authority will realize more fully that by unduly rationing this 
particular part of the process of production, so far from saving 
resources, they are most probably wasting them. By enforcing 
a wrong relationship between permanent-way and operating 
costs, road transport is thereby carried on in a less efficient or 
more cost-absorbing manner than would otherwise be the case. 
Roads should be regarded in the same way as the permanent 
way of the railways, the tramways in the mines, or the passage- 
ways and floor-space given over to the movement of goods in 
any well organized factory. 


CASE FOR A NEW CENTRAL AUTHORITY 


The question remains whether it is enough, even were the 
central authorities persuaded to adopt a different attitude 
towards road expenditure, to leave as it is the constitutional 
procedure by which resources are at present allocated to roads. 
Are we ever likely, under the present régime, to get the very 
best answers available to those three closely related questions 
posed above and suitable action taken thereon ? 

From what has already been said, there does seem to be 
a very strong case for giving the permanent way sector of road 
transport a greater measure of independence from direct 
Treasury control than it has been given in the past ; a measure 
at least as great as that possessed by the railways. To that end 
there seems to be an equally strong case for setting up some 
sort of Authority. But what sort of Authority would be most 
appropriate for getting the vital questions asked, examined, 
answered and acted upon? In this connection, whatever 
powers or duties may be vested in any new Authority, I suggest 





1 Maybe it is no accident that the Kingsway scheme was virtually the only major 
reconstruction undertaken and completed in Central London during the first half of the 
present century. 
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that — users themselves should be strongly represented on 
it. then will you get the expertise, drive, and concern 
pol As regards its powers and duties, this matter is so 


vital that it warrants the fullest discussion. As a minimum, | 


however, the Authority might be mainly of an advisory 
character, with responsibilities similar to the London and Home 
Counties Traffic Advisory Committee, but covering the whole 
country. That body is responsible at all times for studying 
London traffic problems and in 1951 issued a most valuable 
report, entitled “ London Traffic Congestion ”’, that included 
its views on which of many possible road schemes deserve the 
highest priority. At least seven of its members can be said to 
represent those who actually use the roads. 


To be effective, the constitution of such an Authority / 


should provide for the following. First and foremost, as I have 
aan it should have members representative of the road 
users themselves, keenly interested in a better road system 
and aware of its needs. There would be separate representation 
of the motorist, the short-distance (urban) omnibus operator, 
the long-distance (cross-country and rural) motor coach and 
omnibus operator, the short-distance (urban) haulier, the long- 
distance haulier, the cyclist, and the pedestrian. In addition, 
local authorities, in so far as they are highway authorities, 
would be appropriately represented, and of course so would 
the Ministry of Transport. Since those responsible for road 
development should have full regard both for present and 


—— railway developments, there should most certainly | 
a separate member representing the British Transport | 


Commission. And so that the town planning and strategic 
implications of all road schemes under consideration should be 
known by the Authority at an early stage, there might well 
be representatives of the Ministry of Housing and Local 
Government and of the War Office. 

The questions which should be under constant review 
by the kind of Authority proposed here are:— First and 
most important, how much should we be spending annuall 
on roads, both on maintenance and capital account ? seer 
that most difficult question, what order of priority should be 
given to the many road schemes which might be started 
or undertaken at any one time? It is here above all 
that the views of the various groups of road users would 
be most valuable. How difficult to choose between the 
competing claims of built-up areas, “‘ cross-country”’ routes, 
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estuarial crossings, railway level crossings, by-passes, toll- 
roads, South Wales, Lancashire, London or the Highlands ! 
For it is hardly likely that all such claims can be met 
simultaneously. 

In addition the Authority should have the responsibility 
and power to direct research, whether with the co-operation 
of that valuable institution the Road Research Laboratory of 
the Department of Scientific and Industrial Research or 
through facilities provided by the Ministry of Transport. If 
the Authority truly reflected the interests of road users them- 
selves, this arrangement would ensure that investigations, to 
include traffic censuses, would be made into such matters as 


» the actual savings in operating costs and other consequences 
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that would result from the various road schemes at present 
claiming attention. More data is required if an order of priority 
is to be drawn up showing clearly their relative urgency or 
profitability. 

The classification of roads should also be constantly 
under review and changes made when necessary. As roads 
become more exclusively traffic ways and of less local 
significance, responsibility for their maintenance and recon- 
struction should automatically and progressively be transferred 
from local authorities to the central authority responsible. A 
body representative both of local authorities and road users 
seems appropriate for this task of classification. Such 
problems as parking places, congestion, speed limits and so on, 
might well come under the Authority’s scrutiny, but in every 
case in respect of the country as a whole. 

Finally, the problem of the relative burdens of taxation 
to be borne by different road users is long overdue for 
investigation and one which the Authority could review from 
time to time. Are we satisfied, for example, that the 
“ congestion-making ” qualities of various types of vehicle are 
adequately reflected in our system of taxation ? 

Whilst I have suggested, as a minimum, that the new 
Highways Authority should be mainly advisory in character, 
there is nevertheless much to be said for giving it both powers 
and responsibilities, especially if by doing so a wisely directed 
road policy would be ensured. Apart from the duties already 
mentioned, it might also be given certain powers in regard to 
both raising and spending money on roads. Thereby, an 
appropriate degree of caution and enthusiasm might be happily 
combined. 
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For example, except for such sums as are required by the 
Chancellor as a sumptuary tax—which might be raised 
exclusively from the motor fuel tax—all vehicle and licence 
duties might be paid into a revivified Road Fund for whose 
solvency the Authority would be responsible. The proposed 


Authority would also take over from the Treasury the main | 
responsibility for determining what amounts should be spent ° 


from the centre in respect of trunk roads (for which it might 
become the Highway Authority) and in respect of grants-in-aid 
to local highway authorities. The Road Fund would again 


become a reality and would be the depository for any sums | 


raised by the Authority for road purposes. 


The Authority would be allowed to spend virtually what | 


it liked on roads, but always under the very salutary restraint 
of having to find every penny of the money “ out of its own 
pocket ”’ so to speak. It would borrow money on similar terms 
as other public utilities, but would be responsible for the 
financial solvency of the Road Fund. Its schemes for road 
improvement would of course be subject to town planning 
consent, and for some of them a special Bill would no doubt 
have to be promoted. The case in favour of setting up an 
Authority of this character can be put briefly. Being representa- 
tive of road users themselves, it would be both cognizant of, and 
interested to obtain, the benefits to be derived from more and 


better roads. But, being mainly responsible for finding the | 


money, it would also be imbued with a proper sense of economy. 
In short, it would be deeply scaled to ensure that the 
“ right” amount of money, as defined above, was spent on 
roads, and spent to best advantage. 


GILBERT J. PONSONBY. 


London. 
December, 1954. 
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Industrial share prices, in the U.K. and other countries, have risen sharply over 
the past year, a movement paralleled in London by a doubling since mid-1953 
in the number of stock exchange bargains. New capital issues have also been 
greater, while industrial company profits are tending upwards again. 
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Recent indications suggest that the recession in U.S. business activity has 
come to an end and that the trend of production is once more on the upgrade. 
After a fall in October, car production has since been expanding rapidly. 
































45 





[ US. TRENDS 


Retail Sales 









































































Wholesale Prices 
PMaNuracTURES, X 


- SSoee © _T INDUSTRIAL MATERIALS | 
s etc 


'947-9=100 

























nw tae 
PRODUCTS | "¥"s, 


























“953 








Trousce: Survey of Current Business} 





The recession had little effect on retail peep which have been virtually stable 
over the past two years, in contrast to the renewed growth in consumer credit. 
ly. Share prices have risen sharply since the autumn of 1953, to a level exceeding 
—— the peak of September, 1929. 
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Between January and September, 1954, car production was nearly 30 per cent. 

greater than in the same period of 1953, over half the total being exported. 

Vehicle sales to Australia and New Zealand have improved on 1953. At home, 

there are about 40 per cent. more cars on the roads than pre-war, and between 
five and six cars to every hundred people. 
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U.K. steel production continues to expand and in '1954 was probably about 60 

per cent. greater than pre-war. U.S. output has risen enormously since 1937/8 

and now accounts for over two-fifths of the world total, compared with one-fifth 

for Russia and Eastern Europe. Consumption was only 10lbs. per head in 
India and Pakistan in 1952, against 700lbs. in the U.K. 
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In the first ten months of 1954 industrial production was at a record level, | | | dis 
5—6 per cent. greater than in 1953. Taking manufacturing industries shc 
alone, production has expanded relatively more in recent years than the labour per 
force employed, resulting in an appreciable increase in output per head. 
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Although the post-war years have seen a considerable increase in the number of 

disputes compared with the ‘thirties, their average duration has been much 

shorter. In 1952, for example, about four and a quarter working days were lost 

per worker involved, against over seven days in 1935. The sharp rise in time 
lost last October was mainly due to the dock strike. 




















ad 





50 


Jan-June, 1953 


LMillions 50 










/n the first half of 1953 
we had a deficit on merchandise trade of: 


sbut a vee 
gsurp/us on invisible items of : 







Adding defence aid 


This provided a 
Surplus on Current Account of: 





Of this we invested abroad — 


But added toour /iabilities on 
sterling balances ete. 


Thus explaining the rise é 
gold and dotlar reserves of: 








FICIT SURPLUS 
200 150 bbe SO ___iMil/lions 50 /00 450 200 
¢ Y . T + 


Jan-June, 1954 


/n the first halt of 1954 
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SOURCE: U.K.Balence of Payments 946-54 (Gmnd. 92911954) | 





In the first half of 1954 the rise in our gold and dollar reserves was approxi- 

mately equal to the surplus on our current account. In the same period of 

1953, in contrast, the major part of the improvement in the reserves was 
matched by an increase in our sterling liabilities abroad. 
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‘od of Due principally to a rise in exports, the import surplus in the period January- 

September, 1954, was £120 millions less than in the same months of 1953, our 

balance with practically all areas showing an improvement. By volume, exports 

of metals and engineering products have increased on 1953 but textile sales 
have slackened somewhat. 
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By value, total retail sales in the nine months to September last were up 5 per 
cent. on January-September, 1953. Sales of radio and electrical goods, in 
particular, have recently been running well above the 1953 level. In volume, 
consumption of all goods and services in the second quarter of 1954 was about 

4 per cent. higher than in April-June 1953. 
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The above charts bring out the growth of “ the 


banking habit ” over the 


past forty or fifty years. It is estimated, for example, that over 700 million 
cheques are now issued each year, an increase of 50 per cent. since 1938 alone. 
The number of bank offices, in contrast, is still slightly fewer than pre-war. 
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Today there are about 60 per cent. more full-time students at British universities 
than before the war. In the age-group 15-24 twenty men in every thousand are 
students—twice as many as before the war—and relatively more of them 
are now studying science and technology. Nearly three-quarters of the 

universities’ current income in 1952/3 came from grants. | 
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